Globalization creates new opportunities for firms to invest abroad and many economies are making active efforts to attract Foreign Direct Investment (FDI) in order to promote economic growth. Decisions to invest abroad depend on a complex set of factors, but the least corrupt countries may attract more foreign direct investment because they provide a more favorable climate for investors. In this paper we investigate the impact of corruption on FDI inflows in 73 countries, over the period 1998-2008. Our results suggest that countries where corruption is lower, the FDI inflows are greater, and so controlling corruption may be an important strategy for increase FDI inflows. Keywords: Corruption, Foreign Direct Investment, economic growth.
Introduction
Every country wants to attract Foreign Direct Investment (FDI), because it is expected to have favourable effects on the economy: on income, technology, knowhow, management skills, local market competition, job opportunities, global market, and economic growth. FDI inflows are affected by economic factors such as the size of the economy, its growth rate, but also by its business facilitation and institutional framework. In this sense, corruption may also be considered an important determinant of FDI. Corruption potentially reduces investment (Mauro, 1995; Keefer and Knack, 1996) and, particularly, foreign investment. Uncertainty increases in environments with higher corruption, as does the cost of doing business. Functioning as a tax on business (due to the increase of time and resources spent to deal with complex regulations and bribes to bureaucrats), the cost is often transferred to consumers through higher prices or lower quality of goods and services, which affect negatively the private sector's labour market, efficiency, competition, innovation and, in particular, economic growth. These increased business costs may also cause a shift from part of the economic activity into the informal sector, in order to avoid the use of public services as much as possible.
The working definition of corruption by the World Bank is the abuse of public power for private benefit. Transparency International (1996) adds "corruption involves behavior on the part of officials in the public sector, whether politicians or civil servants, in which they improperly and unlawfully enrich themselves, or those close to them, by the misuse of the public power entrusted to them" (p. 1). Corruption, which can result from one or several factors, such as excessive bureaucracy, high discretion in the formulation and implementation of policies, inefficiency and slowness of the legal system, low wages in the civil service and lower degree of economic freedom, potentially affects many aspects of economy, namely foreign investment and economic growth; and has been a concern for some international organizations such as the World Bank, Transparency International, the International Monetary Fund and the Organisation for Economic Cooperation and Development (OECD). Corruption is a phenomenon that nowadays affects not only developing economies, but also more advanced ones. Through international strategic alliances, mergers and acquisitions, the globalization process has led to new standards in government and business ethics, and corruption creates obstacles to that process, making the control of corruption an increasingly important subject.
Although we acknowledge corruption as a multifaceted phenomenon, it can be regarded as an economic problem, since it has high costs for the private and public sectors in the long run. The purpose of this article is to study the impact of corruption on FDI inflows in a panel of 73 countries, during the period 1998-2008, controlled by economic and political variables. Beside traditional economic variables that potentially explain FDI inflows (GDP, economic growth or human capital), we also study the influence of good governance in host countries transparency, but also its effect on government effectiveness and political stability. Beyond these political aspects, the assurance of property rights and the legal framework for doing business may have an important role on the decision to invest abroad, so we also introduce business freedom and rule of law indicators. This paper is organized as follows: Section 1 describes the major FDI and corruption trends. Section 2 reviews some existing literature on FDI inflows determinants. Section 3 details the empirical model used for estimation, data and samples. Section 4 presents and analyzes the econometric results for FDI and corruption. Section 6 presents our conclusions.
Corruptions and FDI
Globalization is one of the major trends of the last two decades, and because of that FDI has grown all over the world. As Dunning (2003, p. 279) states: "FDI flows still remain one of the most constitutive elements of the global economy". FDI inflows grew at an annual average of 14.7% in the 70's, 19.1% in the 80's, 20.8% in the 90's and 10% in the first decade of the 21st century. In transition economies, although the level of FDI inflow is significantly inferior to the one seen in developing and developed countries, their average annual growth rates are significantly higher in the 80's and 90's ( Figure 1 ). The share of inward and outward FDI stocks (the value of their capital and reserves stock, including retained profits, attributable to the parent company, plus the parent company affiliates net indebtedness) grew from 12,2% of the GDP in 1980 to 48,6% in 2000, and 63,3% in 2009 (Table 1) . The world FDI stock is ten times more in 2008 than it was in 1990 (Figure 2 ). 
Determinants of FDI and Corruption
Despite the complexity of the decision to invest abroad, UNCTAD (1998) summarizes FDI determinants in: i) economic conditions of the host country (which are different depending on the motive of the enterprise: natural resource-seeking, market-seeking, efficiency-seeking and asset-augmenting objectives); ii) government policies (policy framework towards the private sector, trade, industry and FDI); and iii) the investment strategies of Multinational Enterprises (MNE).
The main determinant FDI variables used in economic research are location or pull factors (as the size of the market and the growth rate of Gross Domestic Product (GDP)), economic stability, degree of openness of an economy, as well as several institutional variables, and push factors, relating to conditions in the source country. If FDI is a market-seeking project, the objective is to set up companies to supply goods and services to the host market. An important group of traditional economic variables, determinant of inward FDI (mainly for those who are market-oriented) is the market size of the host country, both in absolute (GDP) and relative terms (growth of GDP). When the host country market is large, the cost of distribution will be lower if production and distribution are near the consumer. Host countries with a larger market size, higher income per capita and faster growth allows companies to exploit their advantages. This holds true not only for market-seeking FDI projects, but also for export-oriented, because it will provide spill-over effects and economies of scale (OECD, 2000) .
The empirical evidence is consistent with the hypothesis that FDI inflows react positively to the host country's market size, although the results are mixed. Several studies find a positive and significant correlation between the level of GDP and FDI (Bhasin et al, 1994; UNCTAD, 1998; Morisset, 2000; Globerman and Shapiro, 2002; Nonnenberg and Mendonça, 2004) , meanwhile other researchers de not only use the level of GDP but also the growth rate to show that the level of output (or the GDP per capita) and the growth prospects play an important role in FDI attracting (Wang and Swain, 1995; UNCTAD, 1998; Agiomirgianakis et al, 2006 , the last using the GDP per capita and the growth rate). Lipsey (1999) and Agiomirgianakis et al (2006) also found that higher per capita income attracts FDI inflows, while Edwards (1990) and Jaspersen et al (2000) found the effects to be negative for developing countries. Loree and Guisinger (1995) , Wei (2000) and Quazi (2007) found the effects to be statistically insignificant. According to Globerman and Shapiro (2002) , the GDP per capita is, in many cases, insignificant or has the wrong sign, because it also reflects the implicit wage rate (which is negatively correlated to FDI) since they are correlated to productivity levels.
Nevertheless, the UNCTAD (1996) concludes that, as a consequence of globalization and economic integration, traditional FDI determinants such as the size of national markets, has not disappeared but declined in importance. The absence of educated workers can prevent FDI inflows, because the access to a skilled workforce is essential. The location advantages of a country can be improved by policies which raise the quality of human capital. The effects of human capital on FDI inflows in the empirical literature are not consensual. Hanson (1996) , Mody and Srinivasan (1998) , Noorbakhsh et al (2001) , Globerman and Shapiro (2002) and Agiomirgianakis et al (2006) suggest that the effects of human capital on FDI are positive. For Noorbakhsh et al (2001) , human capital is not only one the most important determinants but its importance has become greater through time. But others authors found the effects to be statistically insignificant (Root and Ahmed, 1979; Schneider and Frey, 1985; Cheng and Kwan, 2000; and Quazi, 2007) . For Guntlach (1995) , appud in Agiomirgianakis et al (2006:7) , this can be explained by the fact that education "creates externalities and spill-over effects in production, which are hard to be captured using standard sets of variables of human capital accumulation".
Some papers, both theoretical and empirical, have pointed out the relationship between international trade and FDI. The greater the degree of openness, the larger the expected FDI flows, because more markets are available for exporters and resource allocation is more efficient, providing economic welfare gains. Nevertheless, there are mechanisms and policies that influence the relationship between these two variables, such as preferential free trade agreements and unilateral reductions in tariffs, which make that relationship complex (Ponce, 2006) . Several authors found a significant positive relationship between FDI inflows and the degree of openness (Gastanaga et al, 1998; Nonnenberg and Mendonça, 2004; Agiomirgianakis et al, 2006; and Mathur and Singh, 2013) .
Economic instability, usually represented by the inflation rate, may inhibit inward FDI, because investors prefer to invest in economies with a lesser degree of uncertainty and in more stable economies. Negative and significant effects on FDI inflows were found by Nonnenberg and Mendonça (2004) , Kahai (2004) , and AlSadig (2009), despite some authors found that inflation is not statistically significant (as Ponce, 2006 Barro (1991) , political instability creates an uncertain economic environment, which Política / Revista de Ciencia Política has a negative impact in long-term planning, and thus, reduces economic growth and investment opportunities.
Several authors show empirical evidence that political, institutional and legal environments are important to explain differences in growth and productivity among countries (Knack and Keefer, 1995; Hall and Jones, 1999; Kaufmann et al, 1999; Talbott and Roll, 2001; Globerman and Shapiro, 2002) . Many studies on FDI determinants, include nowadays some variable of political environment (Mody and Srinivasan, 1998; Tuman and Emmert, 1999; Altomonte, 2000; Bevan and Estrin, 2000; Morisset ,2000; Stevens, 2000; Hess, 2004; Magnus and Fosu, 2008) , although measured in different ways. As a consequence, it is difficult to generalize the results, which may present mixed conclusions. Nigh (1985) , Edwards (1990) , Magnus and Fosu (2008) , among others, emphasized the positive effect of political stability and they have found that political instability has a significantly detrimental effect on FDI inflows. For Hess (2004) , in the choice of investment locations, political instability is more important than democracy. On the contrary, other authors found the effects to be insignificant (Loree and Guisinger, 1995; Jaspersen et al, 2000; and Hanson, 1996) . Globerman and Shapiro (2002) 1 show that investment in governance infrastructure (its political, institutional and legal environment) attracts foreign capital, but also creates the conditions for domestic multinational corporations to emerge and invest abroad. For Mathur and Singh (2013) democracy is not so important as economic freedom, because investors want to assure that they are protected by the state but unconstrained by it.
Corruption may affect negatively the country's ability to attract foreign investment, as it works as a tax on profits (Bardhan, 1997) : the costs of doing business raises and the expected investments profitability decreases. Mo (2001) believes that corruption undermines the innovators who need to deal with public services (goods with a rigid demand), becoming the main targets of corruption, and they have to pay high bribes, since they do not have established lobbies or great influence power.
There is empirical evidence that corruption has a negative impact in several important determinants of FDI as investment (Mauro, 1995; Keefer and Knack, 1996) ; the quality of public infrastructure (Tanzi and Davoodi, 1997) , health care and education services (Gupta et al, 2000) , and economic growth (Mauro, 1995 (Mauro, , 1996 1 In this study they conclude that government infrastructures are subject to diminishing returns, so that the benefits, in terms of inflows, are most pronounced for smaller and developing economies. Brunetti, 1997; Poirson, 1998; Li et al, 2000; Mo, 2001; Del Monte and Pagagni, 2001; Leite and Weidmann, 2002; Gyimah-Brempong, 2002; Abed and Davoodi, 2002; Méon and Sekkat, 2005; and Castro, 2008) .
Some recent empirical studies provide evidence of a negative relationship between corruption and FDI inflows (Hines, 1995; Wei, 1997 Wei, , 2000 Habib and Zurawicki, 2002; Voyer and Beamish, 2004; Hakkala et al, 2008; Al-Sadig, 2009; Schudel, 2010) , while others fail to find any significant relationship (Wheeler and Mody, 1992; Abed and Davoodi, 2002; Akçay, 2001) . Wei (2000) in a sample of forty-five host countries and fourteen source countries, for the period 1990-1991, concludes how important corruption is on FDI: he found that a tax rate rise on multinational firms has the same negative impact on FDI as a rise of the corruption level.
These contrasting results may also depend on the degree of corruption. Caetano and Caleiro (2007) and Han (2006) found that corruption is negatively correlated with FDI only in high-level corruption countries; in countries with low-levels of corruption the influence on FDI is not so evident.
Sample, model and data
The empirical research on the impact of corruption on FDI inflows is based on the following regression equation:
Where FDI is the level of inward FDI (in logs) received by country i, at time period t, and COR is the corruption measured by the Corruption Perception Index of Transparency International. cit is a parameter specific for each country, Xit is a vector of economic factors, and Yit a vector of political factors of the country i, which are control variables, that is, a set of FDI determinants other than corruption. The choice of the control variables was guided by previous empirical studies on the determinants on FDI, discussed in section 3.
The Corruption Perception Index of Transparency International ranges from 0 (most corrupt) to 10 (least corrupt), so it is important to note that since higher levels reflect lower corruption, a positive estimated coefficient for corruption ( 1 β ) reflects a negative impact on FDI.
Among the economic explanatory variables of FDI inflows, we include the GDP, the average rate of GDP over the previous five years, the degree of trade openness (measured by the ratio of imports and exports on GDP), the rate of enrollment in Política / Revista de Ciencia Política secondary education as a proxy of human capital, inflation as a proxy for economic instability, labor productivity and the highest marginal tax rate on corporate. It is also considered the political stability and absence of violence/terrorism, business freedom, rule of law and government effectiveness (see Appendix for data source and definition of the variables). The panel is composed of 73 countries, which include emerging markets, developing and developed economies, over the period 1998-2008. The sample size was constrained by the lack of data availability, but the total number of observations varies between 454 and 764, which is sufficient to produce robust estimates. Table 2 reports the results of the Fixed Effects GLS regression that investigates whether corruption is a significant determinant of FDI inflows or not.
Econometric results and analysis
The corruption coefficients are statistically significant in all regressions and with a positive sign: the results suggest a negative impact of corruption on FDI. When controlling for several variables, the main result doesn't change, as the coefficient of corruption maintains its significance. A one point increase in the corruption level causes a reduction of FDI inflows between 0.13 and 0.245 percent.
Regressions of FDI inflows on various economic and political characteristics of the host country, suggests that the host country market size, the degree of openness, the corporate marginal tax, and political stability are significant determinants of the ability of the host country to attract FDI. Our estimates reveal that foreign investment is influenced by the market size, in terms of GDP: the coefficient on the GDP term is highly significant in all the equations, and positive. Foreign investors will focus in countries where the size of the market is large enough to guarantee the profitability of the project. However, the real growth rate is not always significant: this seems to signify that if large markets attract more FDI, "the past growths rates are apparently not projected into the future by potential investors" (UNCTAD, 1998, p. 135 Business freedom, that is, a low burden of regulation that facilitate the ability to start, operate and close a business (Heritage Foundation), is a policy that promotes foreign investment. The coefficient of this variable is positive and significant at the 10 percent level. The examination of the coefficients of political stability confirms previous findings, where countries with high political stability attract more foreign investment, because it decreases uncertainty. The coefficient of government effectiveness -which evaluates the quality of public services, the capacity of the civil service and its independence from political pressures, but also the quality of policy formulation -is significant although negatively correlated with FDI inflows.
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Conclusion
More countries are expanding abroad through FDI, and most countries are seeking to attract it due to the positive effects on their economies. FDI promotes job opportunities, income, technology transfer, human capital development, management skills and even better governance. To attract FDI a host country has to promote a favourable environment to investors. This also means transparent political institutions, that is, low corruption in order not to increase business costs.
In this research it is clear that corruption is a crucial determinant of FDI inflows. The results also suggest that the market size, tax policies, a low burden of regulations that facilitates the installment and growth of companies, and a stable political environment are important factors for foreign investors.
There has been a growing concern to combat corruption all over the world. A transparent business environment and public sector become less costly for firms, as users of public services and subjects to regulations, as well as clients for licenses and permits. In this way, countries which take effective measures to combat corruption, may attract more FDI than those who do not.
In this article we studied the impact of corruption on FDI, assuming a linear relationship. In light of some studies on the impact of corruption on economic growth (Okad et al, 2010; Castro, 2008; Mendéz and Sepúlveda, 2006) , it would be important for future research to establish whether there may be a nonlinear relationship, that is, if the FDI inflow may be higher for cases with low levels of corruption but detrimental for those with high levels and, therefore, determining the critical level of corruption which maximizes the level of FDI.
